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ABSTRACT 



TUBS ; the Concept of Whole-Dollar Accounting and Its Possible 
Application la the Navy 

AUTHOR : ham . John H, Postals, SC, NSN 

PRQSlt^l ? The concept of accounting In whole dollar amounts 
has been employed by certain segments of private Industry 
since 1927 with considerable success* The concept has also 
boon used by the Poet Office Department and the Naval Research 
laboratory, Washington, B.C* since the nld fifties* Basically, 
the concept is simple - the cents arc not disregarded in their 
entirety, but are rounded off into whole dollar amounts. 

Bach year greater pressure is placed upon the 
Department of Defense for greater economy and more efficiency, 
and accordingly there have been demands for more financial 
controls. To cffcot economy and efficiency, the Navy ha 3 
applied modern management techniques, installed automatic data 
processing system and employed work slnpliflcati n methods to 
all parts of the Havy management field Including the area of 
accounting. In the accounting field however, the basic 
ingredients of dollars and cents have not been considered. By 
accounting in whole dollars, economy and efficiency of operations 
can be obtained and accordingly the concept of whole-dollar 
accounting should be considered for possible application in the 
Navy. 



ORGRJI^AIX Al OP THB STUDY : The paper discucsea the history of 
the tnole-dallar accounting concept and its applications in 
private business and government. The advantages and disadvant- 
ages of the concept arc discussed, as well as the legality of 
the concept as applied to government accounting* Finally a 
discussion is presented regarding the applicability of the 
concept to Havy accounting. 

GU ' . : The concept of whole-dollar accounting has been 
employed successfully for years by such organisations as the 
Bethlehem Steel Corporation, the Bravo Corporation, Time 
Incorporated, the Ashland Oil and Refining Company, the Colgate- 
Palmolive Company, the Post Office Department, and the Naval 
Research laboratory of Washington, S.C, Ho unsuccessful 
applications were noted. The legality of the concept in 
government accounting has been established by the Comptroller 
General* s approval of the implementation of the concept at the 
Post Office Department. 

The advantages of the concept include saving in time 
and effort, increased productivity, Improved quality of work, 
and ui .her morale. The disadvantages are ainor, Ine concept 
is a worx simplification technique which applicable to Havy 
accounting and. should bo considered for Implementation* 



THE CONCEPT OF WHOLE- DOLLAR ACCOUNT I NG AND 
ITS POSSIBLE APPLICATION IN THE NAVT 

by 

John Nick Postak 

// 

Bachelor of Science 
Ohio State University, 1951 



A Thesis Submitted to the School of Government, 
Business and International Affairs of The George 
Washington University in Partial Fulfillment 
of the Requirements for the Degree of 
Master of Business Administration 



June 7, 1964 
Thesis directed by 
Karl 3* Strorasem, ?h. D. 
Professor of Publlo Administration 



*r* r . Arf^Vuve 





























2 wif y Kfiox Lla ^ 

■ |Aa/ AL POSTGRA^j I 
wnmEY ca£ 



Am 

ATE SOjnc 
A-3'SiQi 



XA BL3 OF CONTESTS 



Page 



LIST OF TABLES iv 

LIST OF ILLUSTRATIONS v 

LIST OF EXHIBITS . vl 

Chapter 

I. INTRODUCTION 1 



The Need for the Study 
Scope of the Study 
Methodology of the Study 
Terminology 



II, THE CONCEPT OF WHOLS-B0LLAR ACCOUNTING ....... 5 

The History of the Conoept 
Definition and Principles 

III. APPLICATIONS OF WHOLB-BOLLAR ACCOUNTING 23 

Details of Whole-Dollar Applications 
Implementing the Concept 

IV. ADVANTAGES OF WHOLS-DOLLAR ACCOUNTING 38 

Simple Conoept 
Reduction of Work 



Reduction of Statement and Report Time 
Improved Quality of Reports 
Improved Personnel Morale 
No Unsuccessful Applications 

V. DISADVANTAGES OF WHOLB-DOLLAR ACCOUNTING 47 

Concept Abandons Double Entry Principle 
Loss of Control 
Undesirable Variances 
Concept Will be More Trouble 
Mathematical Probabilities 
Proper Application 



11 




TABLE OP CONTENTS CONTINUES 



Chapter 

VI. LEGALITY OP THE CONCEPT IN GOVERNMENT 

APPLICATIONS 

The Budget and Accounting Procedures 
Act of 1950 

Comptroller General Decisions 
Legality of Concept 

VII. APPLICABILITY TO NAVY ACCOUNTING 

Present Applications of the Concept 
Navy Accounting 

Application of Whole-Collar Accounting 

VIII. SUMMARY 

The Problem 

Concept Employed for Three Decades 
Concept Applications 
Advantages and Disadvantages 
Legality of the Concept 
Conclusions 

APPENDIXES 



A. BETHLEHEM STEEL CORPORATION ACCOUNTING 

ORDER #9 '‘ELIMINATION OF CENTS FROM 
ACCOUNTING RECORDS" 

B. CORRESPONDENCE CONCERNING IMPLEMENTATION 

OF THE WHOLE- DOLLAR ACCOUNTING CONCEPT 
AT THE NAVAL RESEARCH LABORATORY, 
WASHINGTON, D. 0 

0. EXAMPLES OF LETTERS REQUESTING ACCOUNTING 
ADJUSTMENTS OF LESS THAN A DOLLAR. . . 

D. COMPTROLLER GENERAL DECISION 3-116194 OF 
OCTOBER 5, 1953 

BIBLIOGRAPHY 



Page 

54 



61 



91 

97 

102 

111 

119 



ill 



LIST OF 2ABL33 



Table Page 

1. Companies Adapting Whole-Dollar Accounting 

During Period 1947-1954 12 

2. Applicability of Whole-Dollar Accounting . • 25 



iv 



LIST OF ILLUSTRATIONS 



Figure Page 

1. Funding and Accounting for Active Pleot 

Vessels Appropriation Operation and 

Maintenance, Navy • • ••••••••• TO 

2. Ship’s Store Operating Statement .... 76 

3. Issues to Ship’s Use Invoice 77 

4* Loss by Inventory Invoice. 78 



v 



LIS? OP 35CHI3IT3 



Sxhlbit Pago 

1. Memorandum Instructions to Accounting 

Department of the Minneapolis Star & 

Tribune Regarding Use of Whole -Do liar 

Accounting 36 

2. Latter to the Postmaster General from 

the Comptroller General of the United 

States •••••• •••••••••••• 57 

3. Defense Supply Agency Letter to Military 

Supply Activities Concerning Whole - 

Dollar Reporting 66 



vi 



CHAPT-SH I 
INTRODUCTION 
The Need for the Study 

Congress and the American taxpayer are greatly concerned 
with the continuing increase of the coats of government and 
particularly those of the Department of Defense. Since World War 
II the gradual escalation of costs has resulted in the Department 
of Defense budget amounting to half the Federal budget and nearly 
one-tenth of the gross national product of the nation. The nation 
is, therefore, Justified in its demands for prudent and economical 
management of this large segment of its expenditures. x Accordingly, 
each year greater pressure is plaoed upon the Department of Defense 
for greater eoonomy and more efficiency through improved 
management and in particular, financial management. 

Numerous studies concerned with the improvement of 
financial management have been conducted in the Department of 
Defense during the past two decades. As a result, many Improvements 
have been made in the areas of accounting, budgeting, auditing, and 
progress and statistical reporting. In the Navy, some of the major 

■^John H. Dillon, Review of Management of the Department of 
the Navy . (Washington, D.“b. i Navy Department/'i^Ss), p. H»~ 
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improvements were: The Office of the Comptroller of the Navy was 

established in 1950 to formulate principles and policies and 
prescribe procedures in the areas of financial management so that 
management with efficiency and economy would result. Comptrollers 
were established at local shore commands. Industrial and 
commercial types of naval activities were converted to working 
capital fund financing and accrual type accounting. The budget 
process has been ohanged with presentation to Congress since 1951 
on a performance basis. More recently budgets have been developed 
as program packages, and the accounting system has been expanded 
and improved. 

Improvements in the Navy accounting system have been made 
through revised accounting procedures, utilisation of automatic 
data processing systems, revising and eliminating reports, and 
consolidating accounting functions at field activities. 3a far 
though, the Navy has not considered the basic ingredient in all the 
accounting records and reports— the monetary amounts represented 
in dollars and cents. 

In the Interests of promoting greater economy and efficiency, 
every modern management technique should be studied for possible 
application in the Navy. One such technique in the field of work 
simplification and its application to the accounting operation la 
that of accounting in whole dollar amounts rather than in dollars 
and cents. The practice of not accounting for the cents has been 
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used In private industry for more than thirty years* The cents 
are not disregarded in their entirety, but are either accounted 
for separately or are rounded off Into whole dollar amounts* The 
concept has many labor saving aspects which could well be utilized 
to good advantage In a big buslnese organization such as the Navy. 

There is a need to make a review of the possibilities and 
the desirability of the concept of whole-dollar accounting* The 
concept could prove to be applicable to the Navy accounting and 
supply systems, and thereby provide management with another 
management tool* 

Scope of the Study 

This paper will endeavor to discuss the application of 
whole-dollar accounting in private business and in government. The 
advantages and disadvantages of the concept will be discussed as 
well as the legality of the technique in government accounting. 
Finally, a discussion of the concept's applicability to Navy 
accounting. 

Methodology of the Study 

Information pertaining to the application of whole-dollar 
accounting in private industry contained in this paper has been 
obtained through library research and correspondence with a dozen 
business concerns that are utilising the concept. Personal 
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interviews with personnel of the Post Offioe Department and the 
Naval Research Laboratory wore conducted concerning the application 
of the concept in their accounting operations. Library research 
and personal interviews with personnel of the General Accounting 
Office were employed to determine the legality of the concept in 
government accounting. Information regarding the Navy supply and 
accounting has been obtained through library research, personal 
interviews and personal experience. 

Terminology 

The system of rounding money amounts into whole dollar 
amounts for accounting purposes has been referred by various terms : 
whole-dollar accounting, penny elimination, oentsless accounting, 
pennyless accounting, and even, controlled tolerance accounting. 

For purposes of consistency the concept will be referred to as 
whole-dollar accounting throughout this paper. 



CHAPTER II 

THE CONCEPT OF WHOLE-DO LLAR ACCOUNTING 

Accounting Is a profession In which a millionth of a part 

receives Just as meticulous attention as the part itself. 

Accountants work as much overtime attempting to locate a two cent 

error which might have been meobanically created as they do for a 

two thousand dollar one. Doctors and engineers concern themselves 

with infinltesiaa quantities as the milligram, but not when they 

*1 

are dealing in metric tons. Many accountants have an inherent 
belief in and a desire to balance out "to the penny" and to 
calculate units cost and prices to several decimal places or 
significant figures with the probably mistaken idea of achieving 
accuracy or a truer presentation of facts. When one reviews the 
sources of many accounting entries or the factors upon which a 
standard cost or a material price is based, it is readily evident 
that there arc estimates and assumptions made in determining the 
final figures. From this evidence it can be safely said that a 
large proportion of our accounting figures are carried out to a 
point beyond that required for significant or reasonable 

^■Raymond J. Barber, Jr., "Does lour Accounting Hake Cents?," 
National Association of Cost Accountants Bulletin . (September, 19^7) 
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accuracy.^ 

If the cents could be eliminated from accounting entries, 
it can readily be Imagined that added efficiency could be obtained 
through savings in time, space and headaches. 

The history of the Concent 

F. A. Shlok is credited with being the pioneer in whole- 
dollar accounting. As the Comptroller of the Bethlehem Steel 
Corporation, Mr. Shick proposed and installed the concept of 
whole-dollar accounting in 1927. Cents were eliminated from all 
aocounts except accounts receivable, accounts payable, oash and 
their controlling accounts. The original instructions issued in 
1928 are still in effect with only one minor change concerning the 
Merchandise Sales Accounts being made in over three decades. ^ A 
copy of Bethlehem Steel Corporation's Accounting Order Humber 9 on 
the subject "Blimlnation of Cents from Accounting Records” is 
Included as Appendix A. this accounting instruction is the only 
internal directive which the corporation has concerning the 
technique. 

^liavm Brinkley, “Calculating to Significant Digits Only, " 
National. Association of Cost Accountant's Bulletin . (March, 1950), 
p. §99. 

-'Florence A. May and Herbert ?. Klingman, bliole-Dollar 
Accountin' , (Hew fork: Controllership Foundation, 1957 ) » PP .51-53 • 
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3von though the concept of whole-dollar accounting was a 
sucoesa at Bethlehem Stool from the start, it has boon slow in 
being adopted as a standard practice by accountants. fhere was no 
nationwide dissemination of the concept until Mr. Shick wrote an 
article on the subject in the Journal of Accountancy in November, 
1941. ^ Prior to the article one of the earliest articles noted on 
the elimination of cents was an editorial in the Journal of 
Accountancy in 1937* hut in a very limited manner. 2he editorial 
noted that there had been renewed discussions of the omission of 
fractional parts of the dollar from balance sheets, statements of 
income and other financial statements as a means of simplifying 
the preparation of such statements and their Interpretation. 

In a subsequent issue of the Journal of Accountancy . 3. J. 
Oreaney stated in the correspondence section that he hoped the 
Institute would not advocate the suggested practice.^ Phis opinion 
apparently was held by the great majority of accountants and 
comptrollers even well into the forties* for the majority of the 
financial statements published were detailed down to the penny. 

A. Shlcic,. "The Elimination of Gents from Accounting 
Records, " I'hc Journal of Accountancy . (November, 1941), pp. 400-403* 

5 "Elimination of Gents, The Journal of Accountancy , 

(August, 1937), p. 92. 

63, J. Greanoy, "Elimination of Cents," Xhe Journal of 
Accountancy , (November, 1937)* PP* 299-300. 
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The editor of The Journal of Accountancy pursued the 
subject of reporting in whole dollars in an editorial in the 
October* 1941 issue, and noted one of the most sensible arguments 
against reporting in dollars and cents. He commented that the 
figures on financial statements are not mathematically exact 
figures but rather many are based on opinions and estimates. The 
inclusion of odd dollars and cents gives reports and statements an 
illusion of exactness, especially when totals amount to thousands 
of dollars. The editor lamented that many accountants would turn 
pale at the thought of omitting the last figures on balance sheets 
and income statements. ? Gradually over the years the accountants' 
attitude for the need for purported accuracy in financial 
statements changed. 3y 1957, when the Controller ship Foundation 
made a survey of 420 companies* reporting practices, 87 percent of 
the companies were preparing financial statements in whole- 
dollars.^ 

Hr. Shick's article in November, 1941 was fairly detailed 
in the mechanics of the use of whole-dollar accounting In the entire 
accounting system of a large corporation. With fourteen years of 
successful operations utilizing the whole-dollar accounting concept 
behind Mr. Shick's article, it would appear that some comptrollers 

7"&o Sense in Cents," The Journal of Accountancy . (October, 
1941), p. 292. 

^May and Klingman, loo. clt «. p. 42. 
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and accountants would at least try the concept in limited 

applications. The article was published just prior to World War II 

and during the war years and the years subsequent comptrollers were 

too busy or too short-handed to attempt to implement studies 

regarding any new accounting concepts, especially ones that were 

o 

radical and might prove troublesome. 

In 1947# Raymond J. Barber, Jr., the Assistant to the 
Controller of the Goodall-Sanford Corporation, Sanford, Maine wrote 
the second significant article in the National Association of Cost 
Aocountant*s Bulletin . The article discussed the advantages of 
the concept and some of the suggested disadvantages, along with 
comments on the use of the concept at the Goodall-Sanford 
Corporation. 

By the late forties and the early fifties. Interest in 
work simplification methods was Increasing as companies entered 
the post war prosperity period, and accordingly many articles were 
written on the whole-dollar accounting concept. The articles cited 
actual successful applications of the concept or were editorials 
which urged the adaption of the technique. An editorial in the 
February 11, 1950 issue of Business Week cited the application of 
the oonoept at the Bravo Corporation six months previously which 

^Robert H. Birkhold, "Penny Bllaination, ” The Controller . 
(April, 1952), p. 163. 

^Barber, loo, oit .. pp. 26-35. 
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resulted la a reduction of nine percent of the accounting payroll. 11 
Later the same year, L. F* Adams, an auditor in the Dravo 
Corporation, who had implemented the concept, wrote an article 
on the utilization of the concept at Dravo in the National 
Aesoolation of Cost Accountant's Bulletin .**' While discussing some 
of the possible limitations of whole-dollar accounting, Mr. Adams 
commented that "tax collectors will continue to exaot their pound 
of flesh down to the last ounce. 

Needless to say, Mr. Adams was not a prophet, for in 1954, 
legislation was passed authorizing federal internal revenue returns 
to be made in whole-dollar amounts. The adaption of the whole- 
dollar concept in Federal income tax accounting was primarily due 
to the efforts of a Boston public accountant, Walter Dewey, who 
conducted a one man orusade. While preparing inoome tax returns 
on inoomeo, approximating 100 thousand dollars, for some of his 
olients, Mr. Dewey realised that very large savings in time and 
trouble could be obtained by preparing the tax forms using rounded 
off dollar amounts. He visited the Internal Revenue Department 
and talked to individual businessmen and business organizations. 

^"Centsleos Bookkeeping Saves Dravo Money,” Business Week . 
(February 11, 1950), p. 26. 



12l. ?. Adams, ”£he Practice of Penny Elimination, 
National Association of Post Accountant's Bulletin . (Aprils 
ppT 



1950), 



x 3 iMd ». p. 959 « 

S, Title 26, Internal Revenue, (1954), Sec. 6102. 
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In April of 1950, he mot with Colin P. Staa, Ohief of Staff of the 
Joint Committee on Taxation. Tho recommendation that the system 
be adopted in Federal income tax accounting was the result. 

During this period many large companies adopted the concept 
as noted in Table 1. 

The first agency in the U. 5. Government to adopt whole- 
dollar accounting in its accounting system was the Post Office 
Department in 1953* After carefully investigating the concept, 
the department promptly accepted it as a means of improving service 
and lowering costs. Postmaster General Arthur 3. Summerfield 
explained, 

In our dealings outside the department, we will 
still have to use pennies, but for all purposes within 
the department in recording, posting, and preparing 
trial balances and financial statements; budgetary work; 
and controlling allotments and expenditures, we will 
round amounts to the nearest dollar. 16 

Benjamin Wostein, than the Director of the Accounting Division, 

implemented the ooncept, not only in the headquarters in Washington, 

D. 0., but also in 3,500 stations and many more sub-stations and 

branches throughout the nation. Cents are eliminated from all 

budget reports and all accounts not involving a third person, with 

one exception. In one instance even dealings with a third person 

15 John Marrlman, "Goodby Pennies— Business Considering 
Dollar Policy to Eliminate Cents, " Boston Sunday Globe , (March 14, 
1954), p* D-l. 

1° "Pennyless Bookkeeping Solves Accounting Delays,” 

American Business. (Sovombar, 1954), p. 13. 
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TABLE 1 

COMPANIES ADAPTING WHOLB- DOLLAR ACCOUNTING 
DURING PERIOD 194?«1954 s 



Company 


Address 


Year 

Concept 

Adapted 


Alan Wood Steel Oo, 


Conshohocken, Pa. 


1954 


Allied Stores, Inc, 




1953 


Aluminum Company of America 


Pittsburgh, Pa. 


1954 


Armoo Steel 


Middletown, Ohio 


1952 


Ashland Oil & Refining Oo, 


Ashland, Kentucky 


1951 


Central Soya Oo,, Inc, 
Cleveland Electric 


Fort Wayne, Indiana 


1947 


Illuminating Co* 


Cleveland, Ohio 


1952 


Colgate-Palmolive Oo, 


New fork, N. Y. 


1952 


Dravo Corporation 


Pittsburgh, Pa. 


1949 


Esso Standard Oil Co. 




1952 


F. R, Lasaruo & Co. 

Joh ns - Man vi lie Sales 


Columbus, Ohio 


1951 


Corporation 


New York, N. Y. 


1951 


Laver Brothers Corporation 




1950 


Max Factor of Hollywood 


Los Angeles, Calif, 


1953 


Miles Laboratories 


1951 


Minneapolis Star & Tribune 
Pan American World Airways, 


Minna apo 1 is , Minn. 


1953 


Ino, 


Hew York, N. X, 


1951 


Surface Combustion, Ino. 


Toledo, Ohio 


1952 


Syracuso Supply Co. 


Syracuse, S. Y. 


1954 


Time Incorporated 


Hew York, N. Y. 


1950 



a Information has boon gathered from several of the 
references cited in the bibliography. 
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are conduotad la whole dollars. Gash deposits to banks are made 
la whole dollar amounts only, by over nix thousand reporting units 
across the country, 

Mr, Vfoateln, la a recent interview described the operation 
of whole-dollar accounting in the Post Office Department after ton 
years as more a philosophy than just a concept Small penny 
overages and shortages of window clerks in post offices are being 
excused rather than the clerks being hold accountable and trying to 
effect a time-consuming recheck. Distribution of chests of stamps 
is made in whole sheets only, down through the Post Office 
Department to the window clerks. Postal units are now estimating 
postage usage rather than making detailed counts of the number of 
pieces. Reports are submitted to Congress rounded off to millions 
in a $2.5 billion budget. Mr. Wootein estimated savings in millions 
of dollars since they have applied the ’’philosophy" through the 
department. 

Prior to the Post Office Department embarking on Whole- 
dollar Accounting, an article on the concept practiced by the Dravo 
Corporation appeared in the Bureau of Supplies and Accounts 
Newsletter in February, 1951* The author, who was not identified, 
stated that the Bureau of Supplies and Acoounts of the Kavy 
Department was working out the practical obstacles to adoption of 

■^Interview with Benjamin Wostein, Director of Postal Rates 
Division, U. S. Post Office Department, February 7, 1964, 
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the rounded dollar In areas other than stores accounts and military 
18 

pay. Ho additional information could be obtained as to what the 
results of the study were or who conducted it. 

The second agency of the U. S. Government to adopt the 
concept of whole-dollar accounting was the Naval Research 
Laboratory, Washington, li. C, 2. H, Breed, the Comptroller, 
directed a feasibility study of the concept in 1955 and Implemented 
the technique the same year with the approval of the Comptroller of 
the Navy, (The letter requesting authority to utilize the concept 
at the Naval Research Laboratory and the Navy Comptroller^ letter 
approving the Implementation of the concept on a trial basis are 
included in Appendix B*) The following year Hr, Breed advised the 
Comptroller of the Navy of the successful employment of the concept 
(see Appendix B) and requested final approval. 

Hr, Breed stated that he first learned of the concept as a 
public accountant in California in 1940 when the President of his 
firm directed the installation of the concept in several firms on 
the Nest Coast. He felt that the concept would be ideally suited 
to the cost accounting performed by the Naval Research Laboratory. 
The conoept has now been utilized at the Naval Research Laboratory 
on all Internal accounts for the past nine years. 2, * 

^ "No Cents Hay Save Us Dollars,'' The Bureau of Supplies 
and Accounts Newsletter , (February, 1951), p. 8. 

^Interview with 3. H. Breed, Comptroller, Naval Research 
Laboratory, Washington, D. 0., April 28, 1964. 
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la 1957 » the Controllership Foundation, which is a research 

group for tho Controllers Institute of America, published a report 

on the concept of whole-dollar accounting. Xhe study included a 

collection of case studies of actual experience with tho concept 

in several large, medium and small companies. In discussing the 

concept, the foundation noted that whole-dollar accounting is 

designed to increase productivity or reduce cost in the important 

area of the accounting department and that it is a common sense 

measure designed to eliminate unnecessary work and to emphasize 

21 

what is important. 

sfith tho advent of electronic computers in the latter part 
of the fifties, the emphasis on work simplification shifted to 
that of speed in processing. Interest in whole-dollar accounting 
apparently faded for no additional artioles on the subject were 
published in the professional journals and bulletins during this 
period. 

Finally in the sixties with the computer becoming common 
place in business and with information and paper flow increasing 
at a tremendous rate, the need for efficiency in operations is 
again gaining attention. 2wo major problems that develop with 
computer installations are the storage capacity of the computer and 

20 May and Xlingman, loo. clt .. pp. 49-270. 
p. 7. 
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the conversion of source data Into a fora that can be accepted by 
22 

the oomputer. Whether accounting records are maintained on the 
computer or just processed by the computer, the concept of whole- 
dollar accounting can be used to groat advantage in reducing the 
number of storage spaces required, thus actually increasing the 
oapacity of the oomputer. Converting source data into a form 
acceptable by the computer is normally one of the slowest steps in 
the application of automatic data processing systems. Initially 
the step usually consists of Keypunching information into electric 
accounting machine card3 for processing or later conversion to 
magnetic or paper tape. By eliminating the cents from the source 
accounting documents, a significant number of keypunch strokes can 
be saved and processing time speeded up. In addition, the 
probability of introducing errors is reduced. 

In a recent interview, Mward J. Mohonay, an Associate 
Director of the Accounting and Auditing Policy Staff of the General 
Accounting Office, who is concerned with the application of data 
systems In government, stated that in his opinion whole-dollar 
accounting Is a valuable work simplification tool that could be 
used to great advantage In the application of data processing in 
the accounting field. Hr. Mohoney mentioned that recently he had 

^ "Source Data Automation Program," Data Processing for 
Management. (September, 1963), p. 37. 
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discussed th© possibility of using the whoie-dollar concept with 

the personnel of the Social Security Administration Data Processing 

23 

Center in Philadelphia. Robert L. Rasor, also of the General 

Accounting Office, commented that the adoption of the concept 

vrould b© advantageous in many areas of government accounting and 

he couldnH understand why it was not implemented by other 

departments after the successful application at the Post Office 
24 

Department. 

Information concerning the whoie-dollar accounting concept 
is restricted only to professional journals and bulletins, and 
these references are relatively aged. College textbooks on 
accounting do not even mention the technique. Doctor Ralph D. 
Kennedy of George Washington University cites the value of whoie- 
dollar accounting in his graduate cost accounting course and has 
discussed the concept in advanced accounting seminars. 

Definition and Principles 

lOiolo-dollar accounting can be defined as the recording of 
accounting entries in whole dollar amounts and at the earliest 
practicable point in the accounting sequence. Thus, this eliminates 

23 

Interview with Sdward J. Kohonsy, Associate Director, 
Accounting and Auditing Staff, General Accounting Office, 

February 12, 1964. 

24 

Interview with Robert L. Rasor, Associate Director, 
Accounting and Auditing Staff, General Accounting Office, 

February 12, 1964. 
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the necessity of recording the decimal point and cents wherever 
possible. The concept is baaed on the proved formula of 
equillzation— if a sufficient volume of entries are made, the 
manipulation of the cents in all accounting transactions irould 
tend to equalise, provided, of course, that the handling of the 
cents is properly accomplished,*^ 

As an accounting technique, whole-dollar accounting is 
based on the fact that there is a point beyond which the expense 
of recording fractions of a dollar outweighs their significance 
and that adequate results can be obtained where records are kept 
within acceptable tolerances of exactness. Mathematicians state 
that to maintain a consistent program of accuracy the number of 
significant figures in a computation need b© only on© greater than 
the number of significant digits required in the answer. In 
counting th© number of significant digits, on© starts with the 
furthest one to the left, (excluding preliminary 2©ros in the case 
of a magnitude smaller than unity), and counts to the last digit 
which has significance in expressing the full measure of roal 
acouracy which is present In the last. This ie equally true In 
much of today’s accounting in dollars and cents. It has been 
stated that the human mind simply cannot appreciate the existence 
of a difference between two magnitudes when one of them is only a 

per 

^"Pennyless Bookkeeping Solves Accounting Belays,” 
American Business , p. 13, 
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thousandth part different from the other. This does not mean that 

it cannot discern which one is bigger, but it does mean that when 

considering them individually it cannot comprehend the fact of 

26 

Inequality in so small a degree. 

Remaining within an acceptable tolerance is achieved by 
rounding cents into dollars rather than dropping them, normally 
this is accomplished by rounding to the nearest whole dollar all 
amounts above or below 50 cent3, and rounding off even half dollars 
to the nearest even dollar. The cutting point of 50 oents is 
utilized in most applications of the conoept and has proven 
effective in maintaining an acceptable tolerance. In certain 
instances the cutting point has been established at other values 
above and below the half-way point based on the greater number of 
transactions that occur at these higher or lower points. The 
cutting point can be established on trial runs and observing the 
balance in the aooount established for the cents that are 
eliminated. 

Depending on the desired tolerance, the oents eliminated 
may be totally disregarded or may be accounted for separately. 

The application of the former is best suited for reports, statistics 
statements, tabulations and 11s tings „ 2 7 in the latter case cents 

^Barber, loo. olt .» p. 28. 

2 7s. 3, Barnard, "tfhole-Dollar Accounting— An Application,” 
National Association of Post Accountants Bulletin . (August, 1955), 

jrrmr 
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separated In the original books of entry are accumulated and 
handled as lump sums at the end of a particular accounting cycle, 
such as, at the end of a batch or lot, the end of a day or week, 
and the end of a month or quarter. 

Assuming that the greatest majority of accounting 
transactions in business today amounts to less than a thousand 
dollars, the elimination of the cents and the decimal point in 
certain cases could result in a savings of from 40 to 50 percent 
per transaction, Oonsidor the number of transactions that oocur 
in a single day and the greater number of times that each 
transaction is posted to various accounts, transcribed in records 
and manipulated for operational and statistical information, and 
the time and labor-saving aspects of the concept become readily 
apparent, (ftote Appendix C.) 

The larger proportion of accounting and bookkeeping is 
carried on for internal purposes rather than external. Profit 
and loss accounts are maintained in great numbers and in great 
detail to keep business under control. Practically all balance 
sheet accounts— with the exception of cash, accounts receivable 
and accounts payable— serve the same purpose; to help management 
manage the business. The language used in these records is of 
little or no concern outside the company, Certainly the cents in 
the records serve no useful purpose in providing sufficiently 
accurate information to operate a business firm, particularly those 
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accounts which reflect business judgments and estimates. Under 

these conditions, Insistence on penny accuracy for the sake of 

28 

accuracy hardly reflects the highest degree of common sense. 

Whole-dollar accounting does not connote the abandonment 
of double entry bookkeeping when cents are eliminated. There 
still remains the same philosophy of "balancing'* debits against 

credits, or details against controls, as is present when cents are 

29 

used throughout the accounts. The amounts in the general ledger 
balance to the penny except that one or more accounts therein are 
established to record the number of cents eliminated from entries 
to various classified accounts. 

To cite a practical example, assume that there is a control 
account in the general ledger for administrative expenses. Amounts 
in whole dollars would be charged to this account from various 
sources, one of which would be the voucher, or accounts payable. 

The aocounts payable control on the other side would be credited 
with the exact amount, including cents, and the details in support 
would carry the exact amount also. The difference between the 
cents accumulated in the accounts payable control and the whole 
dollars charged in the administrative expense control would be 
entered in the penny elimination or variance account. 

28 3irkhold, loc. cit .. p. 162. 

2 ^Itobert H. Birfchoid, "Cents-less Accounting; An Exchange 
of Ideas," The Internal Auditor . (September, 1953), p p. 73-74. 
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This variance account in itself provides control over 

the elimination of pennies in that it is periodically reviewed to 

see that the balance does not bacons significant. The separate 

accounting and review of the penny elimination account normally 

requires only a fraction of the tine required to process cents 

through all the accounting records, and with no loss In value since 

the whole dollars are as significant to management as they would 

30 

be with the cents included. 



3Q Xbld ,, pp, 75-76. 



CHAPTER III 

APPLICATION OF WHOLE- DOLLAR ACCOUNTING 

The full realization of the concept's benefits depends upon 
the extent to which it is applied* Where possible, cents should be 
eliminated as soon as possible, and in all subsequent accounting 
operations and accounts except those in which cents are 
indispensable." Accounts such as accounts receivable, accounts 

payable, accrued payroll, accrued payroll deductions, and cash 

2 

must be maintained in dollars and cents. Basically, all accounts 

involving a third person normally will include cents unless 

arrangements are made otherwise. Pan American World Airways, for 

example, has made reciprocal agreements with other airlines by 

whloh each airline accepts eaoh other's billings with the cents 

dropped and ignored, A predetermined and agreed upon flat sum of 

something leas than 50 cents per item is added to the total of the 

3 

bill and accepted without audit. In addition. Pan American World 

^•p. A. Shick, "The Elimination of Gents from Accounting 
Records, " The Journal of Accountancy . (November, 1941), p. 400. 

-'lames 3. Frost, "Program for Converting to Who le-I)o liar 
Accounting, " N ational Association of Accountants Bulletin . (August, 
1961), p. 59. 

3 John s. Woodbridge, "How Cents -less Accounting Saves Honey 
for Pan American, n .lanagement Methods . (June, 1954), p. 22. 
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Airways effects ticket refunds and ticket reroutings in whole 
dollars,^ and some companies have secured approval of certain 

5 

customers to have invoices rendered in whole dollar amounts only. 

An analysis of the applications of the concept to the 
balance sheet and the income statement accounts is illustrated in 
Table 2. Even though certain accounts are noted as not being 
applicable it should be understood that internal distribution of 
information from thcoo accounts can be made in whole dollars. 

Details of Whole-Dollar Applications 
Penny Elimination Accounts 

Mien using the whole-dollar concept, companies account for 
the cent3 which have been dropped or rounded off in various manners. 
Records which do not require close tolerances of accuracy may have 
the cents dropped or rounded off without any further accounting 
for the cents eliminated. In most instances, however, the cents 
oredited or debited are accumulated and transferred to a penny 
elimination account. Usually this is a newly established account 
which is given various titles by different companies. The accounts 
have been called: Round Out, Penny Variance, Penny Elimination, 

4 lt>td., p. 21. 

5v?a yne R. Aycherd, ”An Application of Whole Dollar 
Accounting, National Association of Cost Accountants Bulletin 
(January, 1952) ,’p. 
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TA3LS 2 

APPLICABILITY 0? WH0L3-D0LLAR ACCOUNTING 




Account 


Use of Iftiole Dollar 




Yes 


Jo 


Current Assets: 






Gash 




X 


Temporary Investments 


X 




Interest Accrual 


X 




Cotes Receivable 




X 


Interest Accrual 


X 




Accounts Receivable 




X 


Estimated Uncollectable Accounts 


X 




Merchandise Inventory 


X 




Office and Store Supplies Inventory 


X 




Prepaid Insurance 


X 




Prepaid Taxes 


X 




Long-term Investments : 






Securities 




X 


Fixed Assets : 






Plant and Equipment 


X 




Accumulated Depreciation 


a 




Current Liabilities: 






Rotes Payable 




X 


Accounts Payable 




X 


Accruals, Property lax 


X 




Accruals, Social Security lax 
Accruals, Income Tax 




X 


X 




Long-term Liabilities: 






Votes Payable 


X 




Mortgage Rotes Payable 


x 




Owners Equity: 






Capital Stoclc 




X 


Surplus 




X 


Sales and lelated Accounts: 






Sales 


X 




Returns and Allowances 


X 




Sales Discounts 


X 
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TABLE 2 CONTINUED 

— —. 4 . — 


Account 


Use of Wh 


)le Dollar 




Xes 


Vo 


Dost of Goods Sold : 






Purchases 


X 




Transportation on Purchases 


X 




Purchase Returns and Allowances 


X 




Purchase Discounts 


X 




Operating Expenses : 






Selling Expenses 






Advertising Expenses 


X 




Delivery Expenses 


X 




Depreciation of Delivery Equipment 


X 




Salesmen* o Salaries Expense 


X 




Store Supplies Expense 


X 




Transportation on Sales 


X 




General and Administrative Expenses 






Depreciation of Office Equipment 


X 




Depreciation of Building 


X 




Insurance Expense 


X 




Office Salaries Expense 


X 




Office Supplies Expense 


X 




Taxes Expense 


X 




Uncollectible Accounts Expense 


X 




other Revenue and Expense Accounts : 






Other Revenue 


X 




Interest Income 


X 




Dividend Income 


X 




Rental Income 


X 




Other icpense 






Interest Expense 


X 




Intercompany Accounts 


X 




I’inancial Reports and Statements: 






Balance Sheet Statements 


X 




Income Statements 


X 




Budgets 


X 




Internal Management Reports 


X 




Income Tax Returns 


X 




Property Tax Returns 


X 




Reports to S.E.O, 


X 
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Penny Adjustment, Gents Elimination, and Oontrolled Tolerance 
Account, In some companies previously established accounts as 
Estimated Uncollectible Accounts Receivable and Commercial discount 
accounts are employed. Not only are penny elimination accounts 
given a variety of titles, but are also classified variously as 
general administrative expense, accounts payable, prepaid expense, 
or deferred charge accounts. Basically the company that adapts 
the whole-dollar concept selects account classifications which 
seem most applicable. The balance in the penny elimination account 
is closed out monthly or yearly to profit and loss, 

General and Subsidiary Ledgers 

All postings to the general and subsidiary ledgers for the 
accounts in Table 2 should be recorded as indicated. The dollars 
and cents should be separated In the applicable accounts, as for 
example : 

Accounts Receivable $2,530.18 

Sales |2,530,00 

Estimated Uncollectible 

Accounts Receivable .18 

Thus the accounts receivable controlling account is in the exact 
amount of the customers’ accounts, and the sales account in whole 
dollars only. In order to prepare statements and reports of a 
general ledger nature it is first necessary to prepare a trial 
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balance of the exact balances In the accounts and the difference 
between the total cents (debit) and the total cento (credit) should 
be credited to the penny elimination account* 

Accounts Receivable 

Sales to customers must be kept in the actual amounts of 
the invoice and subsequent entries to such accounts, whether for 
debit memoranda, freight adjustments or cash must also be entered 
in exact amounts. In all ensuing operations, however, the cents 
are handled in much the same manner as will be described for 
accounts payable. The registers of invoices are prepared with the 
dollars and cents separated, Xiie total cents value can be credited 
to the Satimated Uncollectible Accounts Receivable, the theory 
behind this being that an undeterminable amount of uncollectible 
accounts is being carried daily. Creating a portion of this account 
through the crediting of cents from each invoice, and the remaining 
amounts on the customary percentage of total sales appears to be 
based on sound judgment," 

Accounts Payable 

Vendors’ nocounts should reflect the exact amount of dollars 
and cents. Distributions of the invoices in registers to various 
cost inventory and expense accounts should be separated into rounded 

%hick, loo, oit .. p. 402. 
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whole dollars, and cents should be recorded as debits or credits 
in the cents column. Monthly the exact total of the vouchers la 
credited to Accounts Payable and the whole dollar entries are 
debited to the applicable accounts, the total accumulation of the 
cents column is then debited or credited to a Commercial Discount 
account.' The dollar value of any vendor's invoioos chargeable 
to more than one account is distributed in whole dollars to the 
accounts affected on a rounded dollar basis. The effect of this 
method of treating the cents in the vendor's invoices is to reduce 
the balance in the commercial discount credited to the cost of 
sales, and to reflect that benefit in a reduction in charges to 
cost or expense accounts. 



Billing Procedure 

Q 

Although some companies such as Pan American tforld Airways 0 
have made agreements with certain of their customers to be billed 
in whole dollar amounts, moot billings are In exact amounts and are 
so posted to the accounts receivable ledgers , Internal distribution: 
of the accounts receivable amount are usually separated into sales 
transportation on sales, sales commissions or other ouch deductions 
which are calculated to rounded dollar amounts during the postings 

7 Ibid . , p. 401. 

^Woodbrldge, loc. o it.. p. 22. 
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9 

to the sales registers* Differences between, the rounded amounts 
and the exact figures for the accounts receivable are posted to the 
cents column, of debits or credits and accumulated on a monthly 
basis. The total of the monthly debit and credit accumulation Is 
then credited to either the Estimated Uncollectible Accounts 
Receivable account, the Commercial Discount, or other penny 
elimination account, as desired. 

Inventories and Stores Supplies 

Unit prices of Individual inventory items are usually 
maintained in dollar and conts amounts. Receipts, issues and 
balances can be rounded Into whole dollar amounts during the 
extension process of computing the costs from quantities times unit 
price. 10 Numerous issues of single items with a unit price of less 
than one dollar could create distortions if employing the whole 
dollar concept* however, two different approaches are utilised. 

The first method is to make extensions in dollars and cents, and 
then round off tho accumulations for cost distributions. 11 The 
second approach is to pre-extend the items and Issue the items at 
no cost. 

^Florence A. Hay and Herbert F. fdingman, Whole-golla r 
Account in?, . (New York: Oontrollership Foundation, Inc., 1957X7 
P ;"iooT 

10 3hick, loc. olt . , p. 401. 

11 

Archerd, loc. cl t. , p, 620. 
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Payrolls and Labor Distributions 

7age payments to employees are computed and paid in dollars 

and cents for the exact amount earned. The distribution of such 

labor to the process costs, job-order costs, or expense accounts 

can be made In whole dollars. The cents difference arising 

through the process of rounding off is charged or credited to a 

12 

cents elimination account* From this point on all labor charges 
are distributed in whole dollars as far as costs are concerned. 

In the event that additional breakdowns of C03ts are required, all 
breaking points will be at whole dollar amounts to prevent the 
reintroduction of cent3 into the accounting distribution. For 
example, if the labor costs for a major function that amounts to 
$35,235 ®ust be assigned to two equal subfunctions, the breakdown 
would be 17,618 for one subfunction and $17,617 for the other. 
Considering the usual estimates that are included in the 
assignments of costs, the dollar difference is well within an 
acceptable tolerance. 

Property, Plant and equipment 

Accounts are maintained In whole dollars only. Gents are 
eliminated at the source from which the charges or credits 
originate, as are reserves or accruals for depreciation. Charges 

12 3hlck, loo, clt . p. 401. 
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to these accounts arise from accounts payable vouchers which are 
distributed in whole dollars with the cents Involved from the 
rounding off being debited or credited to the cent3 elimination 
account. 2.3 when equipment is sold or otherwise disposed of, the 
credit therefrom is posted in whole dollars, and any cents incident 
to the transaction ore credited to the commercial discount 
account. 2-4 Oonsidering that the life of a property, or equipment 
item Is estimated and that the residual value is also estimated, 
it is readily apparent that a dollar rate for depreciation purposes 
is as near complete accuracy as is practicable to obtain. 

Sales 

She income from sales is maintained in the account in whole 
dollars. Customers* invoices and accounts receivable ledgers would 
be in the exact amount of the sale, as noted previously. The sales 
invoice registers would separate the sales into rounded dollars, 
and debit and credit cents. The procedure for accomplishing the 
penny eliminating would be identical to that utilised in accounts 
payable registers . *5 

Material Sistribution 

’aterial other than miscellaneous supplies is normally 
accumulated periodically by cost and inventory accounts. The cents 

^Shlclt, I 09 . olt . » p. 403* 
iZ *Ar chord, loc. clt . 9 p. 627 * 

^May and Klingraan, loc. clt ., pp. 53-54. 
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are eliminated, from the rounded dollar totals. 1 ^ Since Inventory 
accounts are maintained In whole dollars, cents are created by the 
calculations of unit price tines quantity and are again eliminated 
in the rounding of the total. 

Intercompany transfers 

ynterials and supplies that are transferred between the 
divisions or plants of a company should be made in whole dollars. 

If cents be transferred, the plant inventory account for cents 
elimination is oharged or credited on the receiving plant's Journal 
voucher and the same account is credited or charged on the 
forwarding plant's Journal voucher. If cents must be transferred 
bo the home office from a division or plant, the general ledger 
commercial discount account is charged or credited on the home 
cfflce Journal voucher and cent3 elimination account is credited or 
charged on the division or plant's Journal voucher. The plant's 
cents elimination account is cleared to inventory adjustment at the 
ind of the year* 1 ”'* 

Requests for Material 

Internal requests for material should bo prepared in rounded 

hole dollar amounts. The resulting cents variance is accumulated 

18 

.nd posted monthly to the penny elimination account. 

^*!ay and Hingman, loc. c lt. , p. 55. 

^Archerd, loc. ait ., p. 621. 

18 

i4ay and .CLingaan, lo c . pit. , p. 88 0 
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Statements and Reports 

Monthly operating reports and yearly statements should be 

prepared In whole dollars .^9 Accounts maintained In exact amounts 

are rounded off to whole dollars In preparing the statements and 

reports. The elimination of cents from suoh reports Is considered 

one of the major advantages of the concept by the Comptroller and 

his staff, for there is a marked saving in time at the end of the 

2n 

accounting periods. To obtain maximum benefit of the concept 
in report preparation, only dollar amounts should be presented 
without any decimal points, and no seros or dashes substituted for 
the omitted cents. 

Implementing the Concept 

Due to the simplicity of the concept the implementation of 
wliole-dollar accounting consists of explaining the concept to the 
accounting personnel and publishing brief procedures covering each 
of the various work areas. Certain companies, such as an 

Pi 

unidentified largo food manufacturing company. Pan American <orld 

•^May and Klingman, loo. olt «. p. 103* 

20 Paul J. Horchler, '’Eliminate Pennies— Save Dollars,” 
latl on&l Assoclat Ion of Accountants Bulletin . ( J anuary , I960), 
p. #TT ' ~ ' ' 

lay and Klingman, l oc. clt . , pp, 63 - 65 . 
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Airways^ 2 and the Minneapolis Star and Tribune*^ concentrated their 

training efforts to verbal group instructions and brief memoranda 

specifying which accounts are to be rounded into whole dollars and 

which are to be maintained in exact dollars and cents, inhibit 1 

is an oxact copy of the memorandum issued by the Comptroller at 

the Minneapolis Star and tribune. Other companies, such as the 

24 

Ashland Oil and liefining Company and the F. and R. Lazarus and 

/)r 

Company* 0 issued no written instructions vrhatsoever and applied 
the concept by instructing the accountants In groups and informal 
moe tings, following by close supervision for several weeks. 



^Ibid, , pp, 1S5-167. 

2^5 

Letter from 0. 3. Ho Cue, freasurer-Oontroller, 

Minneapolis 3 bar and Tribune, Minneapolis, Minnesota, Larch 50,1964, 
nh 

** Letter fro=i Arthur J. Points, Controller, Ashland Oil 
and Refining Company, Ashland, Kentucky, March 1 6, 1964. 

o r 

c - >: ny and Klingatan, loo, ait . , p. 235. 
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EXHIBIT 1 

AiMilk DCJi.' IH3TRUCTIQR3 TO ACCOUNT I LO DSPARTMBHX 
OP PHD MINSnSAPQLIS STAR & TRIBUNE REGARDING 
U6E OP WHOLE- DOLLAR AO COURT IMG 



MONO TO; Accounting Department 



Please mark your chart of accounts to show that, effective with the 
3rd period of 1953, all entries should be ’'rounded" (expressed in 



whole dollar amounts) to the following accounts; 

CASH - 1000 series of accounts - 'ORE 

AOOOUKTS THC3IYABLC - 1100 series - 1181 

thru 1190 

AO CO (JUTS 11BC OX 7A3L 5 - 1200 series - 1221 

thru 1271 

OTHER AOCOU7T3 - 1300 series - iOSE 

- 1400 series - all 

PREPAID *. CHARGES - 1500 series ** ALL 

CLEARING ACCOUNT S - 1600 series - ALL, 



except 
account 
1607-Bill 
Out Bad 
Debt 

Clearing 



PIXBD ASSETS « 


1700 series - 


ALL 


R i3SRV33 ^OR DEPRECIATION - 


1800 series - 


ALL 


OTHER _ AS 3 3? Li - 


1900 series - 


ALL 


The basis for rounding the 


collars will be as follows ; 





Odd cents under 50tf will be dropped. 

Odd cents over 50^ will be Increased to the next dollar. 
Amounts ending in exactly 50^ will be rounded to the 
nearest even-numbered dollar; ''1.50 becomes ^2.00, 
while *2»50 would also be ',2.00. 
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EXHIBIT I CONTINUED 



The adoption of this method Is expected to expedite both oar normal 
daily record keeping operation and the preparation of fiscal 
statements. 

If you have any question regarding the application of this method 
to any accounting records prepared by you, I will be pleased to 
discuss such problems with you. 

March 18, 1953 /s/ T. M. Jones 



CHAPTEi? IV 

ADVANTAGES 0? W HOL»DOLLAR ACCOUNTING 

There are ma ny advantages gained by utilizing the whole- 

dollar accounting concept which are readily apparent. There are 

also several indirect ones which may at first not be apparent, or 

which may seem insignificant, yet these indirect benefits aay in 

the long run prove to be of greater benefit.^ 

Edward 3. Barnard, as the accounting manager of the 

Syracuse Supply Company, noted that the conoept meets the necessary 

2 

requirements of a good accounting system for it is: 

1. Simple. 

2. Flexible. 

3. Accurate. 

4. Adaptable. 

5. ^eat. 

6. Inexpensive. 

7. Timely. 

^Florence A. Hay and Herbert F. Klingman, whole-Dollar 
Accountln ( lew fork: Oontrollership Foundation, 1957 )»p. 13. 

^L. S, Barnard, "Whole Dollar Accounting— An Application." 
Nati onal Association of Cost Accountants Bulletin , (August, 1955), 
pTl70£; 

38 
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Simple Concent 

The concept of whole-dollar accounting is not complicated, 
and accordingly It can be implemented without long periods of study 
or training. As illustrated In Chapter III, companies have put the 
concept into operation with only brief memoranda and training 
periods. Robert 3. McLaren, the Assistant Controller of the Dravo 
Corporation, cited the simplicity of the concept in his letter of 
March 12 , 1964 by stating that the concept had been installed in 
1949 and had been unchanged up to the present tirae.^ The 
Comptroller of Time Incorporated, as have others who have 
established the concept, observed that in the beginning there was 
some skepticism about its use on the part of his accountants, 
primarily due to their training and work experience. Like most 
accounting personnel, they felt that accounts must be balanced to 
the penny/' Once personnel became familiar with the concept 
through training and application, they readily adopted the concept 
with excellent results. 



Reduction of Work 

By eliminating the decimal point and Gents, savings in time 
and effort can be obtained In accomplishing writing, typing, and 
posting to accounts, computing amounts, transcribing, totaling 

^Letter from Robert 3. -icLaren, Assistant Controller, 

Dravo Corporation, March 12, 1964. 

^May and iClingman, loo, cl t. , p. 261. 
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5 

columns and tabulating data* Time, Incorporated has credited the 
wholo-dollar concept for its elimination of practically all overtime 
in the accounting department.^ where typical transactions contain 
five digits, of which two can be dropped, the time required by 
posting and checking can be reduced by 40 percent. Dropping the 
decimal point in similar circumstances results in a reduction of 
50 peroent of the work. Increased savings have baen ascribed to 
the fact that in checking totals on an adding machine or calculator, 
a clerk could operate the machine by touch for three digits but had 
to look occasionally at the keyboard for fivc.^ 

Saving in clerical accounting salaries directly attributable 
to whole-dollar accounting by the Dravo Corporation has been In 
excess of 10 percent. J. S. tfoodbridge, the Comptroller of Pan 
American foorid Airways, commented In 1954 that the concept was 
saving over 25 million keypunch etrokes each year, in Just one 
tabulating operation alone, with continued and greater savings 
throughout the process.^ Ten years later, and with the introduction 
of the electronic data processing computer at Pan American, their 

^Robert II. Birkhold, "Centa-Less Accounting, " The Internal 
Auditor . {June, 1953 )» pp. 74-75. 

^ ! i?ennyleso bookkeeping Salvos Accounting Delays,” American 
Business . ( Tovember, 1954), p. 13. 

C. Jordan, "Penny Elimination in Accounting Records: A 
Case Report,” The Comptroller . (May, 1952), p. 223. 

^'’Others Say Gents-less is Sensible,” Management Methods . 
{June, 1954), p. 27. 

^John S. Woodbridge, "How Gents-less Accounting Saves Ko ney 
for Pan American,” Management Methods . (June, 1954), p. 21. 
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management otill feels that the concept has advantages. H. J. 
Sanborn, the Administrative Assistant, stated that since that time, 
they have been using electronic computers for over seven years, 
but regardless of the type of equipment used, the theory of whole- 
dollar accounting still applies At the Syracuse Supply Company, 
the concept reportedly eliminated the handling of more than a 
million digits per year in recording and posting operations. This 
made it possible for personnel to assume additional duties 
resulting from an Increased volume of business. It was noted that 
the time required to post the general ledger accounts was cut in 
half. 11 

Reduction of Errors 

In using the whola-dollar accounting concept, less digits 
are handled as cited previously, and accordingly, there is less 
chance of errors occurring. Thus, the quality ia also Improved and 
errors can be detected more easily. Interposition of digits 
occurs less frequently and there are fewer errors in repetition of 
the wrong figure in a number involving a repeated digit, such as 

*•' ^Letter from H. J. Sanborn, Administrative Assistant, Pan 
American Uorld Airways, ’-larch IT, 1964. 

•^May and Klingman, loc. cit ., p. 19. 

-^Robert ;i. Birhhold, ’’Penny Elimination, ” The Controller , 
(April, 1952), p. 162. 
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U 

$432.25 V3. $433.25. On occasions, an addition of three columns 
of figures can be made mentally; however, with additional columns 
it usually requires the use of column by column addition or the 
use of an adding machine. ^ 

To illustrate the advantage gained in verifying amounta 
using the whole dollar concept, note the four tabulations below: 



(1) 


(2) 


(3) 


(4) 


$ 805.81 


$805.31 


$806 


$306 


4.29 


4.29 


4 


4 


, 2Q,36 


20.36 


20 


20 


3329.45 


‘ '830.36 


3829""" 


$52q 



In the first, the one dollar footing error is noticeable but well 
camouflaged by the pennies. In the second, the ton cents error is 
even less obvious. Neither is lively to be detected without 
columnar addition. In contrast, the one dollar and ten dollar 
errors in the third and fourth tabulations are obvious at a glance 
and no opportunity exists for errors in pennies. 

Paul J. Horschler- 1 ^ related the reduction of errors by 
whole-dollar accounting to Increased productivity in the following 
ways : 

^Raymond J. Barber, Jr., "Does lour Accounting Make Gents?, '* 
National Association of Cost Accountants Bulletin . (September, 1947), 
p. 29. 

14 Birkhold, loc . c lt., p, 163 . 

■^Jordan, loc. clt ., p. 222. 

^Paul J. Horschler, "Eliminate Pennies— Save Dollars," 
National Association of accountants Bulletin . (January, I960), 

PP. 57-58. ~~ 
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1. The less errors - the more work of higher 
quality that is accomplished. 

2. The less time needed for locating errors and 
verification after errors are found. 

3. The lees pressure at critical times with faster 
closings and quicker statements. 



Reduction of statement and Report Time 



.’hile the preparation of statements and reports in whole 
dollars has become a common praetioe, the process is greatly 

facilitated when the underlying accounts and records are kept in 

17 

whole dollars. During the normal closing of accounts and the 

preparation of statements and reports, personnel are usually 

performing under exceptional pressure of work load and time. The 

easing of work during these periods is highly desirable. At 

companies such as Surface Combustion and Cleveland Electric 

Illuminating, accounting management and personnel agree that there 

have been reductions in work effort as a result of the employment 

of the whole-dollor accounting concept, and reports have been 

1 A 

completed earlier. The concept can be a valuable aid to efficient 
management since on© of the major principles of good management is 
that management be kept informed and the information must be 

timely. 

l?3arnard, loc. clt ». p. 1705. 

^Alay and Klingman, loc. clt . , p. 25. 

•^Peter f. .Drucker, The Practice of Management , (dew fork: 
Harper and Brothers, Publishers," 195STT~ p • r 131 . 
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Improved Quality of Reports 

In keeping management Informed, Mr, Heckert states that 

reports should be as clear and simple as possible, and should 

oontain only essential information— superfluous information should 

be eliminated, 20 By employing whoie-dollar accounting and 

eliminating the cents from reports, the reports become clearer and 

easier to comprehend. It is easier to identify significant changes 

and to make comparisons and mentally compute relationships with the 

21 

cents eliminated. Not only are the appearance and readability 
improved, but also there is a highly tangible saving in report 
space. More figures can be inserted in the same space or the 

09 

overall size of the paper can be reduced, Management is aware 
that in certain reports accounting or statistical information is 
excluded because of the slse of the report fora. This is 
particularly true when reports are prepared by electronic computers, 
electric accounting machines or bookkeeping machines. A reduction 
in report form size also provides additional savings in file space 
requirements and in the cost of procurement of the forms. 

20 J. Brooks Heckert, The Analysis and Control of 
Distribution , (Lew York: Ronald Press Company, 1<!ST), P« 335. 

21 Birkhold, loc. clt .. p. 164. 

22 Barnard, loc, cit ., p. 1706. 
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Im proved Personnel Morale 



Higher personnel morale is another advantage. Nothing can 

be more frustrating than to spend a great deal of time attempting 

to locate an error that amounts to only a few cents. With whole- 

dollar accounting, this frustration is eliminated and accounting 

personnel feel that they are accomplishing a function of great 

import— that of accounting for the large value in whole dollars. 

The futility of attempting to locate a minor error la well 

illustrated by a story cited by 0. B. IlcOue, the Treasurer- 

24 

Controller of the Minneapolis Star and Tribune; 

It seems that a senior in a public accounting firm 
was sent to Texas in the middle of July to make an 
examination in connection with a court action. Upon 
arriving, the auditor found that the books were in such 
a deplorable condition that he decided it would be 
necessary to get the details a nu reconstruct the 
transactions so that he could prepare a financial 
statement. The oourt was pressing for the information 
and every day our auditor received letters from his 
principal inquiring as to his progress and his estimation 
as to when he would be finished. 

Finally after a day of 100-plus heat, he was ready to 
take off a trial balance. Alon^ about mid-evening, with 
the thermometer still in the 90 Y o, our auditor added up 
the trial balance and found the books to be out of 
balance by ten cents. (He had not adopted the whole- 
dollar accounting or he would never have encountered 
this situation. ) Knowing that he was supposed to fly 
back to his office that night, he prepared a final 
journal entry for the ten cents with the following 
explanation: "To balance the god-damned books" — I 
doubt if there would ever be any doubt as to why the 



"Pennyless Bookkeeping Oaves Accounting Belays," American 
Business, ( "ovember, 1954), p, 13 » 

2 ^0. 3. McOue, "Oentsless Accounting," Whole -Do liar 
Accounting ,, (lew York; Controllershlp Foundation, 195T5T~ p. 319. 
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journal entry was prepared. I am sure that many of 
our employees • . • would be glad to hear us make ouch 
an explanation and thereby reduoe overtime. 

Along with higher morale, one of the Intangible or indirect 
advantages to whole-dollar concept is that with its introduction, 
which is a distinct departure from tradition, accounting personnel 
appear more willing to come forth with suggestions for other 
improvements in procedures and methods and, in a few instances, 
have resulted in the development of a two-way communications system 
for proposing and considering constructive criticism and new 
ideas. 

ffo Unsuccessful Applications 

Although this cannot necessarily be considered an advantage, 
it is also not a disadvantage. There is no mention of any 
unsuccessful applications of the whole-dollar accounting concept 
in any of the readings cited, nor has the Controllership Foundation 
of the Controllers Institute of America in its research found 
any. 2 ^ Once a company has implemented the concept in its 
accounting system it has never reverted to the old system of 
accounting for the cents. 



2 5;iay and Kllngman, loc. clt .. p. 13. 

htole-Dollar Accounting Studies,” The Controller , 
(December, 1957), p. 592. 



CHAPTER V 



DISADVANTAGES OF WHOLB«DOLI»AR ACCOUNTING 

Hone of the business concerns cited in published articles 
concerning the whole-dollar accounting concept has reported any 
major limitations or disadvantages. There are some disadvantages 
which are theoretically possible, or even hypothetical, and there 
are purported disadvantages which are used in "arguments" against 
the whole-dollar accounting concept. Some of the hypothetical 
disadvantages could possibly occur with Inexperience in the 
application of the concept. May and Klingman, 3, however, in their 
study of whole-dollar accounting, stated that in all their on-the- 
spot research and also an industrious search of other reports of 
actual experience with whole-dollar accounting, they were unable 
to uncover any experience of basic weakness or disadvantages 
inherent In the concept. The hypothetical disadvantages did not 
occur, or In the few Instances In which they did, corrective 
action promptly eliminated them. 

Oonce-ot Abandons Double Entry Principle 

One of the so-called disadvantages cited in comments 
against whole-dollar accounting can be attributed to a 

^•Florence A, May and Herbert F, Klingman, Whole-Do liar 
Accounting , (New fork: Conptrollership Foundation, 195? )V P- 34. 
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misunderstanding of the conoept— that by employing this technique 

O 

of accounting one abandons the basic principle of double entry. 

This is Incorrect, for the philosophy of balancing debits against 

credits, or details against controls, as i 3 pressnt when pennies 

are used throughout the accounts, still exists. The accounts in 

the general ledger balance to the penny* except that one or more 

accounts therein are established to record the pennies eliminated 

•3 

from the various classified accounts. 

Iioss of Control 

Skeptics have contended that the concept would encourage 
carelessness on the part of the accounting personnel and lead to 
padding of entries to Insure balancing or for other purposes. 
Without a complete understanding of the reasons behind whole-dollar 
accounting and how it is used, the full potential of the concept 
aay not be realised and the above conditions could occur.-’ If 
adequate and specific instructions are issued as to which accounts 
the whole-uollar concept is to be applied, and adequate supervision 

"Gents-loos Accounting: An gxohang© of Ideas,' 1 The 
Intern >.~ Auditor . (September, 1953), p. ?2. 

, PP. 73-74. 

ilay and KllUtpaan, l oo, cl t . . p. 31. 

5'iobert H. Birkhold. "Cents-less Accounting," The Internal 
Auditor . ( r nno, 1953 )» p. 78. 
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and follow-up 1 g effected, accounting personnel \*111 continue to 
function as efficiently and carefully as at the present tlne.^ 

In addition to the above safeguards which are routine, in the i.avy 
there sire also the audits by the various staffs, such a3 the avy 
Regional Finance Centers, the h&vy Area Audit Offices, the 
General Accounting Office, and the Inspector General of the Supply 
Corps that would deter carelessness or padding. 

Undesirable Variances 

A hypothetical disadvantage that is oomotimeo presented as 
a reason for not employing the concept is that by eliminating the 
cents a significant variance could result in either a debit or 
credit of serious import.^ ifhen the rounded dollar tochnlque of 
whole-dollar accounting la employed, some variances will be 
created; however, as in the case of any quality control systom the 

O 

variances can be kept within acceptable Units or tolerances.' 

In areas where transactions, due to their nature or infrequency, 
would result in variances in excess to the acceptable Units, the 
whole-dollar accounting ooncept should not be employed. Iho areas 
In which whole-dollar accounting should not be utilized can be 

3. larnard, ’’Whole Dollar— An Application,” latlonal 
Association of ftont Accountants Bulletin . (August, 1955), pT 1T0Q. 

7 lay and Klingraan, loo. cit., pp. 52-33. 

^’’Penoyless Bookkeeping Solves Accounting Delays," 
American Business . ( ioveiaber, 1954), p. 13* 
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easily determined by applying a simple statistical analysis and 
making an objective decision whether or not the concept should be 
employed » 



In several organizations referenced in the *tay and 
9 

Klingman study," the net cumulative variances were well within 
acceptable limits s 

Time, Incorporated reported a total net variance 
of approximately £500 after more than six years~~on an 
average annua! volume of about two hundred million 
dollars. 

Dr«vo*s net amount in the "Penny -elimination" 
account has ranged between *>200 and $300 per year on 
volume ranging between $80-390 million annually. 

At Colgate-Palmolive, the cumulative net variance 
in the Penny Adjustment account for a three-year period 
totaled 3980. Domestic sales for this company 
approximate 1290 million per year. 

Bethlehem Steel for Fiscal 1955 showed a net 
variance of $5*347 with total billings (sales) of 
$2 billion. This amounts to a net variance of roughly 
$2.60 for each billing. 



Concept .if ill Be here Trouble 

Personnel not thoroughly familiar with whole-dollar 
accounting have contended that the concept will result in more 
trouble than it is worth. In certain areas of small numbers of 
transactions, this comment nay be true; however, as proven by the 



9; 'ay and Kllngman, c. clt . , pp. 34-35. 

3.9'iobert H« Birkhold, "Penny elimination, " The Controller . 
(April, 1952), p. 163. 
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number of concerns which have management and adopted the whole- 

dollar concept, accounting personnel acquainted with the concept 

11 

feel that it is worth it In savings of time, effort and money. 

Mathematical Probabilities 

Finally, in the area of disadvantages are those of 
mathematical probabilities which might occur under certain 
circumstances. A. considerable percentage error may occur In 
the difference between two numbers, each of which has a small 
error. For instanoe, If an item was sold at 1624.70 and was 
carried at a cost of £519*33, a gross profit of *105.32 would be 
made. If the nonitary amounts were rounded off to £625, a '51 9, and 
.106, an error of only .048 percent in caleo and .073 percent in 
cost would occur; however, a .646 poreent error v?ould occur in the 
gross profit. This, of course, would be only one transaction and 
accordingly, based on the law of averages, the error ratios In a 
large number of transactions would decrease to under one tenth of 
a percent. There could, in addition, develop serious distortions 
or variances when there are small errors in unit prices or rates 
which are multiplied by largo quantities. It is advisable to carry 
unit prices and rates an accurately as currently done and then 

lldarnard, loc. clt . , p. 1710, 

IS’layaond J. Barber, Jr., "Does Your Accounting Make Gents?' 
Nationa l Association of Goat Accountants Bulletin . (September, 

SSPffJV pTzST 



52 

round-off amounts after extensions are made.'*'-' 

Proper Application 

All in all, tho disadvantages of whole-dollar accounting 

are far outweighed by the advantages. Since the disadvantages only 

operate under certain conditions, a careful analysis of the 

accounting requirements in each area that the concept is to be 

applied should preclude any possible pitfalls, an improper 

application of the rounding-off procedure wa» cited during personal 

14 

interviews with personnel in tho General Accounting Office. 

during tho fiscal year 1965, the Federal Government 
employed 2, 514,000 civil service personnel, of which more than one 
million, about 43 percent of the total, were paid according to 

15 

salary scales fitted to the Federal job classification system. 

Tho pay ranges from -13,505 to *20,000, and is established by 
0ongros3. The salary tables, which convert those yearly salaries 
to hourly rates for use by the various agencies, are developed by 
the General Accounting Office. A few years ago one of the General 

^ Ibld ., p. 35. 

•^Interviews with Robert L. Rasor, Associate Director, 

Accounting and Auditing Policy Staff, and John a'. Goore, Counselor, 
General Counselor's Office, General Accounting Office, larch 5, 
1964. 

15 

3. Civil Service Commission, The Federal Career 
Service ... at Your ....Service , 1963 . 
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Accounting Office's personnel recoramended that when tho salary 
tables are computed, that all hourly rates during the conversion 
be rounded upward to tho nearest cents. The effect of this 
erroneous rounding can be noted in computations of pay based on 
the General Accounting Office Salary Table, dumber 42, issued 
December, 1963* 

for a G3-4 In pay step 4, the annual salary as established 
by Congress is ’•6,035; however, the salary table indicates an 
hourly rate of >2.91. if this hourly rate is converted back to a 
yearly salary ( ‘-2. 91 times 2,080 hour3 a year) It amounts to 
$6,052.30. A G3-15 in pay step one is authorized an annual salary 
of #14,563, oy Congress. The salary table indicates hi3 hourly 
rate to be 7.01. If this rate is converted back to an annual 
salary 01 x 2,030 hours), It would amount to #14,530.80. As 
a result, the General Accounting Office estimates that Civil 
Service employees are annually being overpaid twelve million 

dollars, as compared to the amounts authorized and established by 

„ 16 
Congress. 



interview*’ with has or and r !oore, General Accounting 
Office, iurch m, 1964. 



